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Introduction 

The purpose of this document is to provide guidance to state agencies on issues regarding 
state grants. The federal government provides rules, regulations and policies on federal 
grants, and agencies are expected to manage federal grants according to those regulations. 
Even though the Office of Financial Management (OFM) Contracts Unit does not have authority 
over state grants, we receive numerous requests for information on this issue. OFM organized 
a team of state agency representatives to develop this document, which provides guidance or 
best practice information only, and is provided to state agencies to assist with state grant 
management issues. This is a working document, so please email 
ofm.contracting@ofm.wa.gov with comments or clarifications. 
 
Authority 

State agencies must have authority to award state grants, as evidenced by language in 
Revised Code of Washington (RCW). The RCW may reference “grants” specifically, or agencies 
may have “implied” granting authority. A decision regarding implied granting authority should 
be made by an agency in conjunction with the Office of the Attorney General.  
 
If an agency believes that its authority to award state grants comes, not from express or 
implied authority in an RCW, but rather from language in an appropriations bill, the agency 
should evaluate the nature and extent of its authority with the Office of the Attorney 
General. 
 
If state law, agency rule, or agency policy also defines procedures for an agency’s state 
grants, then those laws, rules, or policies must be followed. 
 
The regulations for personal service and client service contracting do not apply to state 
grants, except by agency choice (see section on Procedural Issues below).  
 
Definitions 

State Grant: Legally binding agreement between a minimum of two parties. The principal 
purpose is to transfer money, property, services or anything of value to the recipient for 
particular purposes in which services are delivered or resulting benefits accrue to third party 
beneficiaries. The costs of these services are paid with state funds (not funds from the 
federal government).  

 Entitlement grants or pass-through allocations – grants that state agencies are required to 
award if the recipient meets qualifying conditions; usually distributed on a formula basis. 

 Discretionary grants – judgment is exercised in selecting the recipient through a 
competitive grant process. 

 
Contract: Legally binding agreement between a minimum of two parties with an exchange of 
tangible value. The principal purpose is to purchase, lease, or barter property or services for 
the use and benefit of state government, or its clients, and to firmly define accountability for 
performance by each party. Includes personal service contracts, purchased service contracts, 
client service contracts, etc. 
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Characteristics to Consider 

The following characteristics are typically found in state grants or contracts, but may not all 
be present. They are offered as factors to consider when deciding whether an agreement will 
be a grant or contract. 
 
GRANTS 
 
Characteristics of a State Grant  

 Principal purpose is to transfer money, property, services, or anything of value to the 
receiving organization in order to accomplish a public purpose. 

 Funds are used to carry out a grantee’s program as compared to providing goods or 
services to a state agency. 

 Payment is generally limited to reimbursement of allowable and eligible costs incurred, in 
furtherance of defined grant objectives. 

 Funding, including final payment, may be provided to the grantee prior to completion of 
performance in some situations, generally involving governmental entities.  

 Payment can be made to all qualifying organizations with or without an application 
process according to a legislatively determined or approved formula based on data 
available or collected (entitlement grants). 

 Payment amount is not based on the receiving organization’s actual or estimated cost of 
accomplishing the intended public purpose (entitlement grants). 

 
Characteristics of a Grantee 

 Responsible for determining who is eligible to receive what services.  

 Performance is measured against the grant objectives.  

 Responsible for programmatic decision making.  

 Responsible for complying with specific grant compliance requirements.  
 
CONTRACTS 
 
Characteristics of a Contract  

 Principal purpose is the acquisition of property or provision of services for the direct 
benefit or use of the state agency, or its clients. 

 Payments may be withheld if deliverables or services are not satisfactory. 

 Payments are made after delivery of goods or services. 
 
Characteristics of a Contractor 

 Provides goods or services as part of normal business operations.  

 Generally provides similar goods or services to many different purchasers.  

 Operates in a competitive environment.  

 Provides goods or services that are ancillary to the operation of a state agency program.  

 May take a loss or make a profit on the agreement/contract.  

 Performance is generally measured against provision of specific deliverables.  
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Procedural Issues 

State grants should be written on a separately titled agreement clearly designated as a grant, 
which incorporates terms and conditions appropriate to the grant program. For example, a 
grant agreement should not be titled a personal service contract. Grant agreements entitled 
“Personal Service Contract” are subject to all rules pertaining to personal service contracts. 
When awarding and monitoring state grants, state agencies may choose to follow: 

 Federal rules regarding grants (must follow these rules for federal grants). Some agencies 
co-mingle federal and state grant money and it is easier for grantees to follow the same 
rules for both types of funds. Department of Community, Trade and Economic 
Development is an example of an agency that operates this way. 

 Existing guidance on state contracting, as applicable. Some agencies are already following 
existing guidance and will continue to do so. Department of Social and Health Services is 
an example of an agency that operates this way. 

 Their own written policies and procedures for state grants. Some agencies choose to 
establish procedures regarding their state grants that may incorporate federal and/or 
state rules. Department of Ecology is an example of an agency that operates this way. 

 
Agencies that choose to write their own policies and procedures for state grants should 
consider the following topics: 

 Grant Award - ensuring the state agency has a fair and objective process, which holds 
both grantees and the state agency accountable for spending public money in an effective 
and efficient manner.  

 Grant Administration - ensuring the state agency defines and communicates the 
requirements and expectations of the grant to the recipient, including: 
- What must be accomplished? 
- What is the time frame for the project? 
- When are funds available and when can they be obligated? 
- How are funds claimed/received? 
- Can the grantee earn income and how must the income be treated? 
- Records required/retention? 

 Grant Monitoring - ensuring the state agency has a written plan, which may include: 
- How to approach and handle desk and field monitoring functions.  
- What is inspected or reviewed in each type of monitoring? 
- How findings are documented and handled. 

 Grant Accounting - ensuring the state agency has methods for tracking state grant 
expenditures. 

 
State agencies should also take into consideration whether state grants are entitlement or 
discretionary grants when writing policies and procedures, ensuring the policies and 
procedures are appropriate for the types of grants in their agency. 
 
If state agency staffs have further questions related to the business side of grants (IRS 
requirements, workers compensation requirements through the Department of Labor & 
Industries, or registration requirements with either the Department of Revenue or the 
Secretary of State’s Office), they should contact the appropriate federal or state agency 
directly. 
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